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KEY ECONOMIC INDICATORS : INDIA 





All values in million US $ at end of IFY Exchange Rate: US $1.00 = Rs.7.50 
(April-March) unless otherwise specified. (Indian Fiscal Year April - March) 
A B Cc % Change 

1969-70 1970-71 1971-72 C/B 

INCOME, PRODUCTION , EM PLOYMENT 

GNP at Current Prices 48 ,040 52,920 57 ,373* + 3.4 

GNP at Constant (1960-61) Prices 27,920 29,351 30,599* + 4,3 

Per Capita GNP at Current Prices ($) 89.4 96.2 101.7 + §.7 

National Income at Current Prices 41,565 NA NA -- 

National Income at Constant (1960-61)Prices 23,940 25,007* 26,007* + 4.0 

Per Capita National Income at Current Prices($) 78.3 NA NA a+ 

Per Capita National Income at Constant Prices($) 44.6 45.4* 46.1* + 1.5 

Indices: 

General Index of Industrial Production (1960=100) 

(Av.for CY 1969, Cy 1970 & CY 1971) 72.5 180.3 186.3 + 3.3 
Agricultural Production Index (1949-50=100) 170.8 182.2 189 .1* + 3.8 
Foodgrain Production Index (1949-50=100) __ 168.6 182.7 191.5* + 4.8 
Number of Job Seekers on Live Register of Employ- 

ment Exchanges (Mil.)(At end Cy 1970, Cy 1971 

& 6/1972) 4.3 Ss2 5.7 -- 
MONEY AND PRICES 
Money Supply With Public 5,516 9,515 10,739 +12.9 
Public Debt Outstanding 17 ,836 18,724 20,160 +77 
External Debt 8,188 8,769 9,272 + §.7 
External Debt Servicing (Debt/Exports %) 29.1% 29.3% 28.1% - 4.1 
Discount Rate-Central Bank (Stepped-up from 5% 

to 6% wef January 9,1971) 5% 6% 6% -- 
Indices: 

Wholesale Price Index - All Commodities (1961- 
62=100) 
(Av.for IFY 1969-70, IFY 1970-71,& IFY 1971-72)171.6 181.1 188.4 + 4.0 


All-India Consumer Price Index-Industrial Workers 

(1960=100)(Av.for IFy 1969-70, IFY 1970-71& 

IFY 1971-72) 177.0 186.0 192.0* + 3.2 
FOREIGN EXCHANGE RESERVES AND TRADE 
Gold and Foreign Exchange Reserves (At end 


IFY 1969-70,IFY 1970-71 & June 1972) 1,095 976 1,128 + 15.6 
Balance of Trade Deficit 225 120 333* 4177.5 
Total Indian Exports (FOB) 1,884 2,046 2,138* + 4.5 
Exports to the U.S.(IFY 1969-70,IFY 1970-71 & 

IFY 1971-72) 317 276 345* + 25.0 
Total Indian Imports (CIF) 2,109 2,166 2,471* + 23.3 
Imports from the U.S.(IFY 1969-70,IFY 1970-71 

& IFY 1971-72) 623 595 564* -~ Bee 


* Provisional 
Sources:1. Reserve Bank of India Bulletins; 2. GOI Economic Survey for IFY 1971-72; 
3. Monthly Statistics of the Foreign Trade of India 
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SUMMARY 


India's economic growth has been interrupted, largely 
by bad weather. Growth had been centered in agriculture, and 

this year's erratic monsoon has caused a serious loss in output 

of foodgrains, vegetable oils, and jute. Industrial output continues 
to be disappointing and is characterized by bottlenecks, idle 
capacity and low investment. The very important textile industry 
has recovered somewhat, but even though this industry's 
performance affects the index significantly, production over-all 
remains well below capacity. Uncertainty over the intentions of 
India's avowedly socialist government towards the private sector 
inhibits much new private investment, including U.S. investment. 
Decisions over the next several months should be closely watched. 


The current decline in real wages because of food price increases 
is contributing to industrial unrest despite a recent increase in 
workers’ annual bonus payments. The pattern and extent of 
current inflation is determined by existing and expected food 
shortages, but the inflation as a whole is underpinned by a 

large increase in the money supply stemming from central bank 
financing of the budget deficit. 


The trade balance has moved into a possibly deceptive surplus 

as a result of larger exports (including concessional exports to 
Bangla Desh) while imports lag. Current prospects for U.S. exports 
are dimmed both by the suspension of U.S. noneproject economic 
assistance and by the softness of the economy. 








CURRENT ECONOMIC SITUATION AND TRENDS 


India's short advance towards convincing economic growth has been 
interrupted. Following the two disastrous monsoons of the mid- 
1960s, India had enjoyed four years over which the aggregate growth 
in national income outpaced the growth in population. Although 40 
percent of India's population was still below the subsistence level, 
there was a feeling of moderate optimism. Mrs. Gandhi's pledge to 
“abolish poverty" seemed an attainable if a distant dream. However, 
the situation changed when this year's monsoon was deficient. Asa 
result, agricultural production over the near future promises to be 
well below last year's. 


Agriculture: The growth of recent years was centered in the agricultural 
sector and, in addition to the essential condition of sufficient rain at 
the right time, was the result of the technological advance -- better 
seed, better fertilizer, increased mechanization, expanded irrigation, 
more use of pesticides -- which came to be known by the rubric of 

the “Green Revolution". In the late '60s and early '70s, the share of 
agriculture in total national output increased from the levels of the mid 
‘60s, while the share of industrial output declined slightly. 


The growth was obviously welcome, but its continuance depended partly 
on natural factors beyond human control. Sooner or later a bad year or 
so could be expected. As it happened, this summer and fall, rains over 
much of India were late, erratic and sparse. The result was a serious 
decline in the crop to be harvested this fall and winter (the kharif crop). 
The exact magnitude of the decline is still unknown. In August, the 
government estimated that the shortfall would be 15 million tons, or 

20 percent of the crop,but this is now commonly viewed to be unduly 
pessimistic and the actual shortfall will probably be much less, with 
luck perhaps only half of this figure. If the government erred on the 
side of pessimism about the size of this fall's crop failure, several 
knowledgeable observers believe it erred equally on the side of optimism 
by simultaneously forecasting that almost all the production loss would 
be recouped in the smaller spring (rabi crop) harvest. 


Although the figures will not be known for several months, it seems plain 
that India's food needs are going to exceed India's food production by 
several million tons over the next year. This comes, of course, at a time 
when concessional foodgrain imports have been stopped and when grains 
are in short supply on the world market. Fortunately the increased harvests 
of recent years left India with a record-breaking larder of 9 million tons of 


foodgrains in the warehouses. Although India is still faced with 
shortages of specific agricultural items, particularly vegetable oils 
and pulses,which it will have to try to find on world markets, there 
is no present danger of the famines that have haunted India's past. 
A poor spring crop, however, could push India into a predicament. 


Although India must depend heavily on agriculture for its growth and 
well being, even apart from the vicissitudes of uncertain weather, 
balanced growth requires attention to other sectors as well. Despite 
a good monsoon last year, agriculture production in 1971/72, on the 
basis of the latest official figures, declined slightly from the year 
before -- from 108 to perhaps 107 or 106 million tons. The 
accuracy of the estimates ‘is, of course, subject to cavil, but the 
lesson seems to be that technological advance in agriculture is 
likely to be jerky and that static Conditions may be expected from 
time-to-time as previous gains are consolidated. 


Industry: Industrial production, on which a large and probably growing 
part of India's future development must also depend, is disappointing. 
The Fourth Five Year Plan (1969-74) called for industrial growth of 
8-10 percent a year, a highly optimistic level. This goal has been 
approached only in 1969. In 1971, growth was only about 3 percent. 
Apparently there has been some recovery in 1972, to a level of about 

7 percent above last year. Much of this, however, is a recovery of 
over 11 percent in production by the depressed textile industry. Even 
this substantial increase leaves India's textile industry, which is 
badly in need of modernization, below the output levels of 1968. 


Textiles aside, the rate of industrial growth seems to be around 5 per- 
cent, or only slightly above the growth rate in 1971. The industrial 
growth rate is well below what is needed to absorb the expanding 
industrial labor force. Although the figure must be treated with some 
caution, it is significant that the 5.7 million registered unemployed 
in the summer of 1972 represented a 25 percent increase over a year 
earlier. This growing unemployment and a continuing rise in the cost- 
of-living are important factors causing industrial unrest. 


Explanations for the disappointing industrial growth are varied. The 
most optimistic comes from within the Government and is in terms of 
the vast pre-payoff investment that has and must be made in such 
things as steel, power and communications. As these go on line, the 
returns to past investment can cumulate and the industrial growth rate 
increase. This difficulty is complemented by the cumbersomeness of 
the heavily bureaucratized economic-decision-making process in India. 








Its slowness and the general uncertainties about future industrial 
policy, frequently leave capacity idle for long periods. It discourages 
construction of new capacity. Little-by-little, however, the capacity 
does get built and used and the cumulative effect of process may lead 
to more rapid growth. 


Another factor is bottlenecks. Shortages of such inputs as steel and 
electric power exist alongside of and help explain large amounts of 
idle manufacturing capacity and erratic output. This problem of idle 
capacity is aggravated by widespread labor unrest, including many 
strikes, and general conditions of work disruption. Also contributing 
are rapidly rising prices for and shortages of some of the agricultural 
raw materials on which so much industrial production depends. 


The business community also attaches great importance to the prevailing 
climate of uncertainty over the future of the private industrial sector 
under India's avowedly socialist direction. This discourages investment 
and encourages maximization of immediate profits. Paradoxically, there- 
fore, the profit stream of many firms is quite good at the same time as 


they view the future with gloom. Ambiguous official statements on the 
future of private industry and delay in announcing meaningful policy 


contribute to the uncertainty and hence the slowdown in the industrial 
sector. Government leaders often say that India's socialism is a matter 


of egalitarian distribution and direction of production and so long as 
these goals can be met need not involve preconceptions about ownership 


of the means of production. There is nonetheless a clear bias towards 
ever larger government participation in industry. During the present 


emphasis on self-reliance, foreign firms often seem particularly attractive 
targets for such things as restrictions, close application of policy 


guidelines, and occasionally takeover. 


There is an undoubted political need for the government to make strong 
statements about socializing the means of production, but so far the bark 
has been worse than the bite. A saving pragmatism in most Indian 
administrators and the general slowness in accomplishing concrete steps 
will probably keep it more-or-less that way for the forseeable future, 
although foreign and domestic business can both look forward to increasing 
government direction, insistence on government equity participation and 
the preempting of certain industrial sectors for government exploitation. 
This leads to something of a vicious circle. Without investment, private 
industry becomes weaker and this leads to a greater pressure for govern- 


ment to step in, which inhibits investment that much more, and 
so on. 


In the mix of factors, including the play of the favorable factors 
mentioned first above, the probable outcome is for a somewhat 
wobbly muddling through, with industrial growth remaining positive 
but at disappointingly slow rates, with the large but sluggish 
textile sector in particular constituting a drag, and with government 
playing a slowly increasing role in both ownership and direction. 


Prices and Money: Among the most disturbing trends is the increasing 
rate of inflation. Over the past year, the general price level has 
increased by 8.5 percent, and most of this has occurred in the last 
six months. Although this figure is not spectacularly high by current 
international standards, it is a disturbing rise by Indian standards. 
Furthermore, it was not a by-product of rapid growth, but occurred-- 
as indicated above--at a time when growth was slowing down. Perhaps 
most disturbing is the pattern of increases which go to make up the 
aggregate figure. The biggest increases have been in food, where the 
increase has been over 14 percent, with individual items (e.g., sugar 
at 40 percent) showing spectacular increases. The effect of this has 
been to decrease slightly the real wage of labor (not an unexpected 
situation when the per capita GNP is static or falling) and to contribute 
to growing labor unrest. Helping to offsetting this decline, at least 
for a while, is the recent government decision for a higher minimum 
bonus -- a month's pay or more for a full year of service -- to large 
sectors of Indian industrial workers. However, this will ultimately 


contribute to the inflationary spiral as well as increase pressure for 
wage increases by workers not covered. 


The pattern that inflation has taken has had the unfortunate effect of 
redistributing income slightly upward -- or in the opposite direction 
from the egalitarian principles of India and the campaign to abolish 
poverty. This has led to a clamor for government distribution of food 
and other essentials through "Fair Price Shops" to eliminate hoarding 
and profiteering. This has been tried in India during other inflationary 
and shortage periods with only limited success. 


The causes of the inflation and its distributional pattern may be found 
in both real and financial factors. The real factors are of particular 
importance in explaining the sharp increases in the cost of those food 


supplies which are, or are expected to be, in short supply. Under- 
pinning the general inflation, however, is the increase in the 
money supply, which has greatly outstripped the increase in 

goods and services over recent years. The increase has been 
caused entirely by operations of the public sector, in particular 


financing the central government budgetary deficits arising from 
ordinary and development operations, and more recently from the 
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Indo-Pak War and related refugee programs. Although India 
received substantial external help for the refugees, and although 
fiscal revenues rose sharply above estimates during the year 
(partly as a result of war taxes imposed in November and 
December 1971), expenditures rose even more rapidly. Asa 
result the deficit for the fiscal year ending in March 1972 was 
half again as much as the year before, or the equivalent of almost 
$850 million. The effect was to increase the money supply by 

13 percent during the fiscal year. 


The hope has been to gain better control by reducing the deficit 
in the fiscal year now going on. The Reserve Bank of India (the 
central bank) in its September "Annual Report and Trend and 
Progress of Banking in India" sharply cautioned the government to 
do so in order to moderate the excessive injections of liquidity 
into the economy. This is, however, proving easier to say than 
to do. Expenditures are now being pushed up by drought relief 
efforts and emergency expenditures to increase output in drought 
stricken areas. Before the year is over with, the deficit may be 
almost as large as last year's. 


While the effect of government operations is to expand the money 
supply, the effect of private sector activities is precisely the 
opposite. Firms in general are highly liquid and under uncertain 
investment conditions are using excess funds to improve their 
positions with their banks. This in turn makes the banks highly 
liquid. 


Foreign Trade and Payments: India has found itself in most recent 
months in the anomalous position for a developing country of running 
a trade surplus, albeit a fairly small one. A combination of factors 
are responsible, including a qiite good market for jute owing to the 
disruptions in Bangla Desh, India's natural competitor. However, 
exports generally are lagging below the planned targets, and the 
phenomenon of a trade surplus is largely explainable by large 
concessionary exports to Bangla Desh and a sluggishness in imports 
as a result of slow industrial growth, and strict--and slow--import 
licensing. The trade surpluses were achieved despite the loss of 
about $200 million in U.S. project aid, but the presumption is the 
Government of India has suspended import licenses in equivalent 
amount, with the effect felt in diminished U.S. exports and perhaps 
ultimately in India's economic growth rate rather than in the 
immediate trade balance. As a result of the strong trade balance, 
India's gold, foreign exchange and SDR reserves are still over 

$1.0 billion despite a moderate recent decline. This is approximately 





five months import bill for India, a remarkable percentage but one that 
India considers only prudent in view of the fall in net external aid and 
its past experience with rapid evaporation of reserves. 


IMPLICATIONS FOR THE UNITED STATES 


The current combination of factors reduces the investment and 
trade attractiveness of India below the level that existed at 
some times in the past. Although the current emphasis on 
economic self-reliance and Indian solutions often involves 
rhetoric more than action, it is clear that foreign firms 
wanting to do business in India will increasingly have to pick their 

spots and be prepared to negotiate in detail and at length with the 
Government of India and with well-sharpened pencils. The firms will 

have to work out arrangements that convince the Indians they are 

supplying something to India that it could not conveniently do for 

itself and they must be prepared to accept a substantial measure of 

Indian participation and direction. If the Indian economy should 

become buoyant with an improvement in market conditions, stringent 
conditions will presumably become more acceptable if not more 

palatable. Existing foreign enterprise, including equally American 
enterprise, faces a period of uncertainty while the details of Indian 

policy on foreign enterprises are worked out and these must be 

closely watched over the next several months. Part of the uncertainty 

is the uncertain length of time it will take for the policy to be worked 

out. What is clear for the moment is that the climate for foreign firms 

has worsened. The process of Indianization continues, with only 
only the speed and ultimate scope in doubt. At least a growing 
Indian voice in management decisions (partly through replace- 
ment of foreign managers with Indian managers) and Indian equity 
participation will have to be accepted. Again, painstaking 
negotiating will be increasingly required for those who want 

to stay. 


It should be emphasized, however, that none of this means there is no 
future for American and other Western-style enterprise in India. Its 
role, however, seems certain to be reduced, owing partly to Indian 
desires to do it themselves and partly to certain foreign firms feeling 


the game is not worth the candle, 


So far, India's record in permitting reasonable repatriation of profit and 
equity and of a fair sales prices when foreign firms sell their holdings, 
voluntarily or otherwise, has been quite good. There is, however, a current 
case involving the nationalization of general insurance, Compensation 
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appears likely to be far below the companies’ expectations, but both ig 
and foreign insurance companies are involved and foreign firms, if anything, 
are being treated slightly less badly than Indian firms, which makes it 
dangerous to draw general conclusions. 


Both the aid suspension and the current economic softness will make it more 
difficult to sell to India. In the case of the United States, the first factor 

is by far the most important, There have been allegations of active discri- 
mination against U.S. products in the granting of foreign exchange allocations 
since aid was suspended, but it is difficult to separate discrimination from 
merely sharper looks at transactions which, rather than being financed with 
U.S. aid, are paid for out of India*s foreign exchange holdings. Market 
considerations are undoubtedly now more important, However, it is to be 
hoped that American firms will want to keep up their efforts to sell in the 

face of current adversities. There is still respect for American products and 

it would be a shame to lose this strength, which will serve us well over time, 
through too easy discouragement at a time of adversity. 


To test the extent of this respect, and the ability of Indian importers and 
end-users to translate it into actual commercial purchases, the U.S. 
Department of Commerce, together with the American Embassy and Con- 
sulates General in India, are planning a series of trade promotion events 
for the first half of calendar 1973. Featured will be United States trade 
missions and catalog shows which will visit major cities throughout India 
on behalf of American manufacturers and exporters of agricultural, materials 
handling (especially in ports), transportation (including rail and rapid 
transit), and printing equipment. 


Other products which offer good sales opportunities in India in spite of the 
suspension of U.S. non-project aid include nonferrous metals, certain 
chemicals including high=-nutrient fertilizers, telecommunications equipment 
and components, and agricultural products such as tallow and vegetable oil. 
Because of India's move toward government control of imports, the State 
Trading Corporation (which has a branch office in New York City) and the 
Minerals and Metals Corporation are deserving of particular attention. 

India receives substantial convertible-currency credits from the 

World Bank and the International Development Association. 

American exporters would do well to follow closely those inter- 

national tenders issued by Government of India agencies, 

particularly in such areas as telecommunications, power 

transmission, railways, fertilizer plants and general industrial 

imports. 
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